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Member Consultation Service
Available Soon
Every CPA firm develops opportunities to serve clients
in fields that are relatively new to the firm. CPAs can
serve these clients more effectively when they can first
discuss, with a knowledgeable fellow practitioner, the
industry, the client’s needs, and any special accounting
and tax aspects. To meet this need the PCPS is instituting
a member consultation service (MCS), scheduled to
start this summer.
By calling the toll free MCS number, members will
be able to identify practitioners with particular experience
in serving clients in any of a number of specific fields.
Each practitioner listed by the MCS will have agreed to
provide limited consultation to other PCPS members, at
no charge. The MCS will respond with the consultants’
names, their locations and phone numbers, and the name
and size of their firms. The service will also indicate
whether they have volunteered to consult on general
services or just on tax matters or on accounting and
auditing.
VOLUNTEERS NEEDED

In a few months each member firm will be asked to
designate individuals with experience in the fields listed,
and to agree to provide up to fifteen minutes phone
consultation to members who call them. The MCS will
list all those who volunteer without screening their
qualifications.
If enough qualified practitioners volunteer as con
sultants the service is sure to be a success. It will
benefit member firms by helping them attract and serve
new clients. It will provide a valuable resource in
connection with the quality control element of con
sultation. And it will be an important step towards the
PCPS’s first objective—improving the quality of services
by CPA firms to private companies.
Your Executive Committee urges each member firm
to provide qualified volunteers. Just after tax season a
complete description will be mailed to all managing
partners—along with a call for volunteers. Please
respond!
□

Conference Preview
This year’s PCPS Conference features practice-oriented
sessions that will help members provide conventional
services more efficiently and expand their practices by
offering innovative services to existing clients. It will be
held May 6-8, in Denver, followed by an optional peer
reviewers’ training course on May 9.
Dan Guy, the AICPA’s Vice President-Auditing,
has organized a series of sessions on new developments in
audits of small businesses. Topics include using micro
computers in the field, efficient audit program design, and
sampling techniques. Don Istvan will keynote presenta
tions on expanded services, including computer
consulting, use of forecasts, and personal financial
planning. INC Magazine’s senior editor Brad Ketchum
will moderate a panel of experts on innovative financing
techniques for closely-held businesses.
The conference will also include a report on how the
section is responding to the recommendations of the
PCPS structure committee and an update on the public
relations program. These will be followed by member
forum breakout sessions, at which registrants will provide
input to their committee representatives on the section’s
activities.
Other breakout sessions will feature getting the most
out of your peer review, and a reviewers’ update on new
developments. The conference provides 14 CPE hours,
with another 8 for the reviewers’ course on May 9. For
details contact the AICPA’s Meetings Department,
(212) 575-6451.
□

Membership Certificates Issues—
Extra Copies Available
The Division’s new Certificates of Membership have been
mailed to all member firms, and will be provided to new
members shortly after they join. Several firms have asked
whether additional certificates are available, to be dis
played in other locations.
Arrangements have recently been completed for
providing additional certificates, at $10 each, all mailed
to one address. To order, write the Private Companies
Practice Section and be sure to enclose a photocopy of
your original certificate to guard against transcription
errors. Delivery requires six to eight weeks.
□
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TIC Continues Its Advocacy Activities
One of the three objectives that Council established for
the PCPS is to “provide a better means for member firms
to make known their views on professional matters,
including the establishment of technical standards.” At
its very first meeting, in October 1977, the Executive
Committee established several task forces to implement
this advocacy role. Two years later, in response to the
increasing number and complexity of proposed technical
pronouncements, it established the Technical Issues
Committee. As readers of this Reporter are well aware, the TIC
has been both active and effective in providing the
standard-setters with input from the perspective of
CPAs who serve private companies. In recent months
it has met with FASB representatives (at their request),
and with Stephen D. Holton, Chairman of the Accounting
and Review Services Committee, for informal exchanges
of views on issues of mutual concern. It has also com
mented formally on these issues:
PROSPECTIVE FINANCIAL STATEMENTS. As re
ported earlier, the TIC wrote to the Auditing Standards
Board’s chairman, expressing concern about a proposed
SAS on prospective financials, pointing out that Council
had designated the Accounting and Review Services
Committee as the body to promulgate standards with
respect to unaudited financial information of nonpublic
entities. Subsequently, the TIC reaffirmed its position
in a letter to the Chairman of the AICPA’s Board of
Directors.

During several recent meetings the TIC has con
sidered drafts of a related Proposed Guide for Prospective
Financial Statements. A 122-page exposure draft was
released September 20, and May 4 is the comment
deadline. The TIC will probably recommend a number
of improvements, but in general it believes some such
guidance is needed by practitioners. Because of the
widespread effect the proposed guide could have the TIC
urges all CPAs, including those engaged mostly in tax
and MAS work, to get the exposure draft from the
AICPA’s Order Department, study it carefully, and
respond candidly and constructively.
Commenting to
AcSEC on the FASB’s August 29 discussion memo
randum, Accounting for Income Taxes, the TIC
reaffirmed the recommendation in its 1982 Sunset Review
of Accounting Principles—that a private company should
be permitted to reflect in its financial statements the
taxes actually incurred (or the tax benefit actually
obtained) as reflected in its income tax return. The TIC
also addressed the other major issues raised in the
discussion memorandum even though they would be
moot if its basic recommendation is accepted. Briefly,
the TIC expressed a preference for the liability method
of interperiod tax allocation; stated that the tax effects
of timing differences should be based on the effective rates
expected to be in effect when the difference is reversed;
favored tax allocation only for certain nonrecurring
INCOME TAX ACCOUNTING.

timing differences, based on the probability of ultimate
tax payments and the imminence of reversal; argued
against classifying a net operating loss carryforward as
an asset before it is realized; and submitted
recommendations on several other questions that the
FASB identified.
TIMELY GUIDANCE. An FASB invitation to com
ment entitled Proposed Procedures for Implementing
Recommendations of the FASB Task Force on Timely
Financial Reporting Guidance proposed, among other
things, a new advisory group to identify and define
emerging problems, suggest solutions, and sometimes
create a consensus on a solution to avoid the need for
an FASB pronouncement. It would consist of a core
group of fewer than 20 individuals and would not need
“balanced representation from public accounting, industry,
security analysis, and academe. ... A technical partner
from each of the largest CPA firms will be invited to
be a member. . . .”
In a letter to AcSEC, the TIC strongly questioned
the need for yet another advisory group, pointing out
that it could lead to FASB projects and pronouncements
that are not needed. (Some FASB members ap
parently shared this view.) The TIC also urged that,
if established, the group include representatives of local
accounting firms, and of one or more associations of
accounting firms.
CONTINGENT FEES. Commenting on proposals to
amend and re-interpret Rule 302, the TIC expressed its
general agreement with the Professional Ethics Division’s
current approach, and offered certain suggestions to
clarify the intent. The TIC’s comments were based on
“our understanding that if (the AICPA) attempted to
vigorously enforce the present Rule 302 your enforcement
action would probably be contested in court which,
based on AICPA legal counsel’s opinion, could result
in voiding the rule completely. This would leave the
profession with no prohibition at all against contingent
fees. The public interest requires some such prohibition,
particularly for engagements involving independence.”

SCOPE LIMITATIONS. The Accounting and Review
Services Committee has been considering providing
guidance on scope limitations in compilation or review
engagements. There was a suggestion that the ARSC
drop this project to avoid a perceived conflict with
auditing literature. In a recent letter, the TIC urged the
ARSC to continue its project, noting that the profession’s
standards need to provide guidance on how a practitioner
can assist a client when, for example, its books and
records have been destroyed.

OTHER ISSUES. The TIC submitted favorable
comments to AcSEC on the FASB’s proposed exemption
of nonpublic companies from certain APB 16 disclosure
requirements, and offered constructive suggestions to the
Professional Ethics Executive Committee on proposed
interpretations on commissions.
□

PCPS Reporter
The SECPS Special Investigations
Committee
By Thomas P. Kelley
AICPA Vice President-Technical

430 PCPS member firms have also joined the SEC
Practice Section and are required, therefore, to report to
the SECPS Special Investigations Committee (SIC)
certain litigation and proceedings—generally speaking,
those that allege an “audit failure” with respect to an SEC
registrant. However, all PCPS member firms should have a
general awareness of what the SIC does because it is an
important part of the overall self-regulatory effort of the
Division for CPA Firms. (Specific SIC case information,
as in the Ethics Division, is necessarily confidential.)
The SIC was established in November 1979. Its
first chairman was Rholan Larson, the immediate past
chairman of the AICPA. Its second and present chairman
is Bob Mellin, a former chairman of the PCPS Executive
Committee.
Since its inception, 81 cases have been placed on
the SIC agenda. 74 of those cases were reported by the
firms in accordance with the SECPS membership
requirements. 7 others were added after the SIC
considered information available from other sources.
The SIC screens every case. That means the alle
gations are read, relevant financial statements and SEC
filings are studied, recent peer review results are con
sidered, and public information ranging from newspaper
articles to court documents may be obtained.
Screening also often involves face-to-face discussions
with the firm and/or its peer reviewers. When the
screening process is complete—usually within 90 days
—the SIC decides what to do next.
Often, it is able to close the case (the SIC can reopen
a case if new information indicates that should be done).
The SIC closes a case when it concludes that there
appears to be no need for corrective action by the firm
(or corrective action has already been taken) or for
reconsideration of existing auditing or quality control
standards. In this connection, note that the primary
objective of the SIC is to reduce the possibility of a future
audit failure by determining whether there is a need for
corrective action or changes in standards. The courts
will ultimately decide the merits of the specific allegations
and impose a formal penalty if one is called for.
Sometimes the SIC will decide to monitor
developments in the case for a few months, perhaps to
await new information such as a report by a bankruptcy
trustee. Monitoring is most definitely not used to “bury”
a case for any period of time.
In some cases the SIC will conclude that it should
undertake an investigation of the firm. This is essentially
an intensive peer review involving a substantial amount
of time and money, that focuses in on the work of one or
more offices, specific individuals or industries, or on one
or more functions or elements of quality control. The
objective here, again, is to determine whether the firm
needs to take corrective action to improve the quality of
its practice.
Of the 81 cases that have been placed on the SIC
agenda, 5 resulted in formal investigations of firms. 16

cases are presently open. 65 cases have been closed after
the completion of appropriate screening, monitoring, or
investigative procedures.
Although the SECPS Executive Committee has the
authority to order an investigation of a specific case and
to impose sanctions publicly, the SIC has not asked it to
do so. The SIC believes that the procedures described
above provide reasonable assurance that quality control
deficiencies, if any, are identified and corrected so that the
possibility of a future audit failure is reduced. The Public
Oversight Board, which has complete access to all SIC
meetings and documents, concurs.
Furthermore, it is believed that sanctions which
would be publicized should be restricted to firms that refuse
to cooperate with the SIC or that do not take corrective
actions it deems necessary; that has not happened to
date. (The same philosophy applies to the peer review
process in both sections.) The publicity surrounding
firms accused of audit failures and the penalties imposed
by the SEC and the courts are very severe sanctions.
The SIC believes that its primary role is not to act as yet
another judicial body imposing penalties for past mistakes
but to protect the public by acting as a complement to
the peer review process, carefully considering whether
alleged audit failures point to possible problems in a firm’s
system of quality control or in professional standards. It
is carrying out that role in an independent, timely, and
thorough manner.
□

Achievement Tests Help in Personnel
Decisions
The AICPA’s Accounting Testing Program offers a
number of tests that measure accounting aptitude and
achievement. From a CPA firm’s standpoint, the Level II
Achievement Test is the most useful.
The test consists of multiple choice problems in
financial accounting, cost and managerial topics, auditing,
taxation and information systems. Its main use is to help
evaluate the accounting knowledge of employment
applicants. It can also be used to identify staff training
and counselling needs.
Available in 50-minute and 2-hour versions, the test
can be administered in a firm’s own offices. It must be
given under the supervision of an examiner nominated by
the firm and approved by the AICPA Testing Project
Office. (A very simple form is used to become an ex
aminer. ) A 50-minute Orientation Test, designed to
measure verbal and mathematical skills, is sometimes
used along with the Achievement Test. Other tests in the
program are mostly for use in educational institutions.
The 50-minute tests cost $7 each, and the 2-hour
version is $10. Test scores are usually reported within
ten days of mailing in the answer sheets, but for an
additional $2 the scores will be reported by phone within
12 hours after the answer sheets are received. The
2-hour test includes subscores in each of the five
subjects tested.
For complete details, write or phone the AICPA
Testing Project Office, The Psychological Corporation,
7500 Old Oak Blvd., Cleveland OH 44130
(216/234-5300).
□
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California Prepares QC Guide for
Smaller Firms
The California CPA Foundation for Education and
Research recently published A Guide to Quality Control
for the Smaller Practice, the stated purpose of which is to
aid the practitioner in a small firm of one to five profes
sionals develop a practical system of quality control.
Developed by members of the California Society of
CPAs’ Committee on Quality Control Standards, the
manual includes over 200 letter-size pages of guidance,
references, and administrative and technical forms.
According to Bernard M. Valek, the Foundation’s
Director of Accounting and Auditing Education, the
Guide explains how an inexpensive system of QC can be
established and maintained in the small practice. The
concept was an outgrowth of a series of QC workshops
presented at chapter meetings and discussion groups
throughout the state.
Your Reporter received a sample copy too late for it
to be reviewed here. The Guide, or further information,
is available from the California CPA Foundation, 1000
Welch Road, Palo Alto, California 94304
(415/321-9545). The price is $30.00 plus $1.95 sales
tax in California.
□

MAS Division Publishes Practice Aids;
Seeks Authors For More
A major activity of the Institute’s MAS Division is
publishing a series of MAS practice aids. While these
publications are useful to firms of all sizes, they can
be particularly valuable to local firms that are expanding
the services they provide to current clients.
To date, five publications have been released, in
two separate series:
MAS Technical Consulting Practice Aids
1. EDP Engagement: Systems Planning and General
Design
2. Financial Model Preparation
3. Financial Ratio Analysis
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MAS Small Business Consulting Practice Aids
1. Assisting Small Business Clients In Obtaining Funds*
2. Identifying Client Problems
Several more are being readied for publication,
including the first in a new series, MAS Practice

Administration.
The Division has ambitious plans to expand its
technical consulting series, and is currently seeking
authors for these proposed titles:
Improving Client Operations: The Billing Through
Collection Cycle
Improving Client Operations: The Purchasing Through
Disbursements Cycle
Budget Engagements: Capital, Project and Operating
EDP Security
Productivity Studies
Manpower Planning and Scheduling
Project Planning and Control
Methods and Procedures Techniques
Production Scheduling
Capacity Planning and Loading
Material Requirements Planning
Assisting Clients in Establishing a Franchise Operation
Litigation Support
Assisting Clients with Mergers and Acquisitions
Profitability Analysis
Software Systems Testing
Office Automation
Qualified practitioners interested in volunteering to write
any of these practice aids should contact Monte Kaplan
of the MAS Division, (212) 575-7057. Mr. Kaplan

would also welcome your suggestions for additional
publications needed by practitioners.
To order any of the practice aids already in print
contact the Order Department, (212) 575-6426.
□
*A related product is CPA Video Journal Program 31, also
titled Assisting Small Business Clients In Obtaining Funds.
This 30-minute program is available in all standard video
cassette formats. It can be obtained from many state CPA
society offices, or purchased for $50 by contacting the
AICPA’s Teresa Zimmerer, (212) 575-5573.

